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1971 

Highlights 




1971 


1970 

Sales 

$3,100,216,000 

$2,558,712,000 

K mart, Kresge and Jupiter stores 


1,122 


1,073 

Net income 

$ 

96,116,000 

$ 

66,994,000 

Earnings per common and common equivalent share 


$2.56 


$1.86 

Cash dividends declared 

Per share 

$ 

18,233,000 

500 

$ 

15,938,000 

440 

Employee compensation and benefits 

Per sales dollar 

$ 

448,876,000 

14.48% 

$ 

375,713,000 

14.68% 

Depreciation and amortization 

Per sales dollar 

$ 

27,642,000 

.89% 

$ 

23,737,000 

.93% 

Fixed asset additions 

$ 

82,539,000 

$ 

58,720,000 


Net Income (In Millions) 


Net Sales (In Millions) 


120 



1965 '66 '67 '68 '69 70 71 


4000 

3500 



1965 '66 '67 '68 '69 70 71 
























To Our 

Shareholders 


Record increases in consolidated sales and profits for the 52 weeks ended 
January 26, 1972 were due to continued improvement in operating results of Kresge's 
K mart stores and substantial progress by all subsidiary operations. 

Our sales gain reflected the contribution of new stores and further growth of 
K mart's acceptance by value-conscious customers of all income groups. 

The significant profit-margin improvement was produced by more efficient 
merchandise procurement and strengthened control of operating costs and inventory 
shortages. Increased sales were also importantly helpful in reducing overhead and 
expansion expense ratios. 

Price controls applied primarily to the important last four months of the year. 
Since few regular sales prices are usually increased during this period, our announced 
policy of increasing no regular sales prices from August 15 to February 1, regardless of 
cost increases, had minimal effect on profits. 

Seventy-four K marts and one new Kresge variety store were opened last year. 
We also reopened one K mart and one Jupiter store that had been destroyed by fire in 
1970. Major refurbishings were completed at 36 locations, and one Kresge store was 
converted to the Jupiter discount operation. 

Twenty-seven unprofitable Kresge and Jupiter stores were closed during the year. 

Prospects for the current fiscal year are generally encouraging. While present 
sales comparisons are slightly less favorable than increases enjoyed in early 1971— 
partially due to decreases in the variety-store division—operating margins continue 
at a healthy level. Our building program will be at least as extensive as last year's, 
and the steady growth of K mart’s market share is expected to be sustained. 

Logical questions may be raised regarding Kresge's capability to maintain a 
comparable future growth pattern. It obviously becomes more difficult to show 
extraordinary percentage gains as the volume base enlarges. However, the expansion 
rate of our new-store construction schedule is projected to increase gradually, and no 
profit deterioration is anticipated except as may be warranted by market conditions 
or government controls. 

In many respects, our 1971 showing represents a culmination of efforts to im¬ 
plement concepts developed during the 10 years since the first K mart store opened on 
March 1, 1962. And the decade ahead is contemplated with the assurance of a strength¬ 
ened organization of experienced and dedicated Kresge people well prepared at all 
levels to meet future challenges. 


March 6, 1972 
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K mart Enterprises, Inc. 


They were people who weren't 
supposed to know how. People like a 
Kresge hardware buyer, a Kresge ready-to- 
wear buyer, a K mart sales promotion 
manager. The Kresge Company charged 
them with the responsibility of establishing 
a subsidiary to merchandise and operate 
sporting goods and automotive accessories 
and service departments in American 
K mart discount department stores. 
Business and industry observers sat 
back and waited. 

The Start of Success ... Sporting goods 
for 380 K marts came via 87 rail cars, 137 
piggybacks and 2,600 trucks to a K mart 
Enterprises, Inc. distribution center in Royal 
Oak, Michigan, last year. KEI is the Kresge 
Company subsidiary that merchandises and 
operates sporting goods and automotive 
accessories and service departments 
in American K marts. 


Some six years later, the subsidiary's 
president, E. James Haglund (the former 
hardware buyer), and his staff look with 
justifiable satisfaction upon their creation 
—K mart Enterprises, Inc. The parent 
company's sporting goods and automotive 
subsidiary showed a 42 percent increase 
in sales in 1971. Operating profits also 
increased significantly. 

KEI had its modest beginning in 
December 1965 when the Kresge Company 
acquired a licensee which had been 
operating 42 sporting goods departments 
in K marts. The subsidiary’s home office 
staff of 29 was then directing these 42 
departments in 11 states. 

The subsidiary assumed the 
management of other sporting goods 
departments operated by the parent 
company as well as those opening in all 
new K marts. On December 31, 1966, the 
young firm was operating 134 departments. 
To accommodate this spectacular growth, 
a modern 133,220-square-foot adminis¬ 
trative office and warehouse was purchased 
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in Royal Oak, Michigan. The new 
company had accomplished its first 
goal—making K mart sporting goods 
departments more profitable, more 
efficient and customer oriented. 

Now KEI was ready for its second 
challenge—operating automotive 
accessories and service departments. 

The decision was made that all automotive 
centers opened after February 1, 1969 
would be KEI operations. The first depart¬ 
ments made their debuts that February in 
two California cities. At the close of 1969 
the subsidiary operated automotive centers 
in the 53 K marts opened that year 
throughout the United States plus three 
centers formerly operated by a licensee. 

In January 1972, KEI had 189 auto 
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departments in 41 states. 

Auto centers are being operated by 
a licensee in 233 other stores due to an 
agreement made before KEI was founded. 
These units will come under KEI's control 
in less than four years. By 1975, with 
present K mart expansion plans, KEI will 
be operating over 650 automotive 
departments. 

A home office and warehouse staff 
of over 250 people now directs the 
automotive centers and more than 420 
sporting goods departments. With 
approximately 5,000 employees in stores 
from coast-to-coast, and an anticipated 
manpower need of about 9,000 by 1975, 
KEI's top management utilizes a field 
network as liaison between store personnel 
and the Royal Oak headquarters. 

There are sporting goods regional 
offices in Los Angeles, Houston, Royal Oak, 


K mart contributes 
importantly to the 
growing popularity of 
tennis and games by 
offering the broadest 
assortment of 
competitively-priced 
merchandise in the 
country. 
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Atlanta, Youngstown and Chicago. 
Automotive regional offices are located 
in Los Angeles, Atlanta and Royal Oak. 
Regional managers and assistant regional 
► managers work closely with district 
managers in implementing home office 
policies on merchandising, operation, 
display and customer service at store level. 

The sporting goods and automotive 
divisions have personnel directors at 
KEI headquarters who, with district 
managers, are responsible for recruiting 
management trainees. These young people 
are required to take four to six months 
of intensive in-store training before 
appointment to managerial posts. 

As in the parent company, promotion 
from within is KEI’s policy. District 
managers, regional officers and many 
home office executives have progressed 
from store management positions. 

Although K marts are basically 
L self-service stores, the nature of sporting 
goods and automotive equipment 
requires the availability of knowledgeable 


sales people and personal service. 

Every sporting goods department, 
comprising approximately 3,000 square 
feet, has qualified employees, including a 
manager and an assistant manager, to 
advise customers. 

KEI officials emphasize that 
“we sell service" in our automotive centers. 
Staffs large enough to give needed customer 
assistance are always on duty in these 


departments which comprise about 5,000 
square feet including the service areas. 
Approximately 60 percent of sales is 
derived from auto accessories and 20 
percent from tires. Since the remaining 20 
percent of automotive volume is generated 
by service areas, it is essential that 
qualified mechanics be on duty at all 
times. New service areas become profitable 
only when customers become convinced 
that capable help is available to handle 



their automotive needs. That KEI's store 
staffs have established this customer 



KEI purchases 
merchandise from 
550 suppliers in the 
United States, 
Canada, the Orient 
and Europe. 


KEI’s Royal 
Oak distribu¬ 
tion center 
can fill 
orders daily 
for more 
than 65 
K marts. 

In 1971, 
the center 
shipped 
12 million 
pounds of 
merchandise 
to K marts. 



Fishing equipment produces 25 percent 
of the average K mart’s sporting goods volume. 



K mart has hit a 
hole-in-one with its 
complete line of golf 
equipment featuring 
famous name brands. 



K mart sporting 
goods departments 
are merchandised 
individually so that 
assortments can be 
tailored to geographic 
locations and local 
preferences. 
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confidence is evidenced by the fact that 
most service departments show more than 
a 10 percent increase in volume each year. 
Anything sold in the accessories depart¬ 
ment can be installed by K mart mechanics. 

These are the people of KEI— 
ready to serve sports enthusiasts and car 
owners with assortments of merchandise 
that are as complete as can be found in 
competitive retailers and in most 
specialty shops. 

K mart sporting goods departments 
offer complete lines of sporting equipment 
for each season. Stores are merchandised 
individually so that assortments can be 
tailored to geographic locations and 



The success of 
K mart sporting goods 
and automotive 
departments is vitally 
tied to this Kresge 
philosophy. 


local preferences. 

A general list of sporting items 
featured in season includes fishing, 
baseball, football, golf, tennis, skiing, 
bowling, basketball, archery and hunting 
equipment; outdoor and indoor games 
such as badminton and volley ball; 
camping and exercise equipment; clothing 
for all sports and hunting and fishing 
licenses. 

Shoppers in K mart automotive 
departments will find full lines of K mart 
private brand tires, batteries and acces¬ 
sories—all laboratory tested for quality 
control—and a wide assortment of 
popular nationally-advertised products. 

It is especially noteworthy that K mart's 
private label auto goods generally outsells 
national brands. 

Outstanding features of the depart¬ 
ments are sound centers offering a wide 
selection of stereo tape players and tapes. 
These centers are among the most complete 
in the United States. 

The service areas have six to nine 
bays to expedite light maintenance and 
replacement work such as tire installations, 
checking and replacement of brakes, tail 
pipes and mufflers, and wheel alignments 
and balancing. 

To those business and industry 
observers who sat back and waited, K mart 


Enterprises, Inc. proudly reports that not 
only are its automotive and sporting goods 
departments profitable but most are in 
the black within a short period after 
opening. KEI's home office staff, field 
personnel, store managers and employees 
are obviously people who know how to 
accomplish their mission. 



The majority of K mart 
automotive service 
departments show 
more than a 10 percent 
increase in volume 
each year. 


K mart sound centers 
are among the 
most complete in the 
United States. 


Qualified mechanics 
are on duty at all times 
in K mart automotive 
service areas. 


Many sporting goods 
items are especially 
designed for K mart 
including snowmobile 
apparel. 
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1971 

Financial Review 


Sales Pass $3 Billion Mark: Consolidated sales of $3,100,216,000 for the 52 weeks 
ended January 26, 1972 were 21.2% above last year’s record of $2,558,712,000. 
Sales by division were: 



1971 

1970 

Percent 

Increase 

(Decrease) 

K mart 

$2,557,212,000 

$2,014,358,000 

27.0 

Kresge 

465,915,000 

470,354,000 

(.9) 

Jupiter 

77,089,000 

74,000,000 

4.2 


$3,100,216,000 

$2,558,712,000 

21.2 


Net Income Exceeded $96 Million in 1971: Net income rose to $96,116,000, up 
43.5% from last year’s record $66,994,000. Earnings per common and common 
equivalent share rose 37.6% to $2.56 from $1.86 last year. The rate of profit on 
sales was 3.10%, compared with the previous year’s 2.62%. 

The company’s net income increased because of expanded and improved 
K mart operations and because general and administrative expenses did not in¬ 
crease proportionately as much as sales. 


Earnings per common and common equivalent share of $2.56 for the year 
ended January 26, 1972 were computed by dividing net income by the weighted 
average number of shares of common stock and common stock equivalents out¬ 
standing during the year. Common stock equivalents were less than 3% dilutive 
in the computation of $1.86 for the year ended January 27,1971; accordingly, such 
computation was based on the weighted average number of shares outstanding 
during that year. 

In making the computation of earnings per common and common equivalent 
share for the year ended January 26,1972, common shares at the beginning of the 
year were increased by the number of shares issuable on conversion of the 5% 
convertible debentures and net income was adjusted for interest expense and 
amortization of debenture expense net of related tax effect. The number of com¬ 
mon shares was also increased by the number of shares issuable under the stock 
option and stock purchase incentive plans, less the number of shares which were 
assumed to have been purchased at average market prices with the proceeds 
of sales under the plans. 

Earnings per common share assuming full dilution are not presented for the 
year ended January 26, 1972 because all dilutive securities are common stock 
equivalents and are therefore included in the per share computation which is pre¬ 
sented. The fully diluted computation for the prior year resulted in dilution of 
less than 3%. 

Subsidiary Company Profits Increased: Earnings of all subsidiary companies 
were improved compared with 1970, with K mart Enterprises, Inc. (operating all 
sporting goods and some automotive accessories departments in U. S. K marts) 
and the Canadian subsidiary showing results above expectations. As expected, 
Australian K marts were profitable after less than three years of operations. 

Canadian operations are conducted through a wholly-owned Canadian sub¬ 
sidiary and Australian K marts are operated in a 51 % owned Australian subsid¬ 
iary. Assets of the foreign subsidiaries amounted to approximately 12% of the 
consolidated assets in 1971 and 11% in 1970, and net income of the foreign 
subsidiaries was 11% of consolidated net income for both years. 















On December 30, 1971 the company purchased all of the common stock of 
Schiller Millinery Stores, Inc. which operates most U. S. K mart millinery depart¬ 
ments and nine Detroit area millinery stores. The cost of this acquisition and 
another acquisition which became effective October 1, 1971 was not material 
in relation to consolidated assets and results of operations. 

Dividends Were Increased: Quarterly dividends were raised to \2Vz<t a share 
i commencing with the June 12 payment, compared with 110 a share in effect dur- 
I ing 1970—our seventh successive annual increase. Dividends declared amounted 
to $18.2 million in 1971, compared with $15.9 million in 1970. 

Credit Sales Increased: Total credit sales for 1971 amounted to $258,000,000, 
an increase of $86,000,000 over 1970. The breakdown between the Kresge Thrifty 
Charge (KTC) sales and bank plan credit sales for the current and prior year and 
their percentage to total sales is as follows: 



1971 

% To 

1970 

% To 



Total 


Total 


Sales 

Sales 

Sales 

Sales 

KTC credit sales 

$154,000,000 

5.0% 

$147,000,000 

5.7% 

Bankcard sales 

104,000,000 

3.3 

25,000,000 

1.0 


$258,000,000 

8.3% 

$172,000,000 

6.7% 


The first bank plans were established beginning in June 1970. 

Service charges on Kresge Thrifty Charge accounts approximate the cost 
of administering the plan. 

Year-end customer accounts receivable balances for 1971 and 1970 were 
62.2% and 66.0% of KTC credit sales, respectively. 


Working Capital Increased by $43 Million: Working capital consists of current 
assets less current liabilities. The statements of changes in financial position 
appear on page 18. 

Federal Income Taxes Were $83 Million: The provisions for federal income taxes 
were at the effective rates of 46.4% and 48.5% in 1971 and 1970. The difference 
reflects the reinstatement of the investment credit of $1,675,000 in 1971 compared 
with only $170,000 in 1970 and changes in effective rates applicable to the com¬ 
pany's wholly-owned U. S. subsidiaries. The current liability for U. S. and foreign 
income taxes includes $11,149,000 at January 26, 1972 and $10,089,000 at Jan¬ 
uary 27, 1971 arising from the tax effects of timing differences related principally 
to profit on installment sales. The amounts shown on the balance sheets for de¬ 
ferred U. S. and foreign income taxes result from the difference between book 
and tax depreciation. 

Stockholders’ Equity Increased by $92 Million: Stockholders’ equity rose to 
$548.5 million at January 26, 1972 from $456.8 million at January 27, 1971 and 
amounted to $15.00 and $12.60 per share, respectively. Net income represented 
a return on stockholders' equity of 21.0% compared with 18.2% in 1970. Changes 
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in stockholders’ equity, other than treasury stock and income retained for use in 
the business, for the fiscal years ended January 26, 1972 and January 27, 1971, 
were as follows: 



Common Stock (authorized 

Capital in 


60,000,000 shares $1.66% 

Excess of 


par value) 

Par Value 


Shares 

Amount 


Balance at January 31,1970 

Common stock sold under stock 

34,713,059 

$57,855,000 

$20,871,000 

option and purchase plans 

78,209 

131,000 

3,010,000 

Conversion of 4Ve% debentures 

1,456,409 

2,427,000 

32,618,000 

Balance at January 27,1971 

Common stock sold under stock 

36,247,677 

60,413,000 

56,499,000 

option and purchase plans 

312,020 

520,000 

10,655,000 

Excess of value received over 




cost of treasury shares issued 
in acquisition 



2,312,000 

Balance at January 26, 1972 

36,559,697 

$60,933,000 

$69,466,000 


The 27,718 shares of common stock which had been held in the company’s 
treasury at a cost of $338,000 were used to purchase the stock of another com¬ 
pany as of October 1, 1971. There were no other transactions in treasury stock 
during the two-year period. 

Ten million shares of no par value preferred stock with voting and cumu¬ 
lative dividend rights were authorized in May 1969 primarily for possible use in 
acquisitions but there are currently no plans for its use. 


A Three-for-One Stock Split Is Planned: The Board of Directors intends to adopt, 
at its March 21, 1972 meeting, a proposal for a three-for-one stock split under 
which the present outstanding shares of $1.66 % par value will be converted to 
$1.00 par and shareholders will be furnished two additional shares of $1.00 par 
common for each $1.66 % par share held. This proposal is subject to approval 
by the stockholders at the annual meeting in June 1972 of a change in the 
authorized common stock to 250,000,000 shares of $1.00 par value. 


Long-Term Debt: Long-term debt as of January 26, 1972 compared with January 
27, 1971 consisted of: 


5% convertible subordinated debentures 
3Ve% and 4%% notes payable in varying 
amounts through December 16, 1983 
($1,625,000 due within one year) 
Foreign bank loans 
Other 

Portion due within one year 


January 26 
1972 

$125,000,000 


16,750,000 

8,560,000 

1,318,000 

151,628,000 

1,779,000 

$149,849,000 


January 27 
1971 

$125,000,000 


18,375,000 
2,811,000 
1,559,000 
147,745,000 
1,880,000 
$145,865,000 


The debentures due in 1995 are convertible into common stock at $53.50 
a share. The indenture relating to the debentures provides that the company shall 
pay $6,500,000 into a sinking fund before April 15 each year from 1981 to 1994. 
The debentures are subject to redemption through the sinking fund at 100% of 
principal amount, or at any time at the option of the company at prices declining 
from 105% to 100% of principal amount after April 15, 1990. At January 26, 1972, 
2,336,449 shares of authorized common stock are reserved for conversion. 

Under the long-term note agreements, $95,000,000 of income retained at 
January 26, 1972 is available for payment of cash dividends. 


Minimum Annual Rents Totaled $120 Million: Minimum annual rents under 1,245 
leases for stores occupied at January 26, 1972 aggregated $120,658,000. These 
leases expire during 10-year periods as follows: 

1982 $ 13,520,000 

1992 43,922,000 

2002 61,563,000 

2003-2035 1,653,000 

$120,658,000 


Certain leases provide for additional rent payments based on sales volume 
in excess of a specified base. 






























Most leases on K marts and certain leases on Kresge and Jupiter stores are 
I gross leases under which the lessor pays property taxes, insurance and specified 
building and parking lot maintenance and repair costs. 

Stock Option and Purchase Incentive Plans: The option and purchase plans 
were in effect before the Pay Board was established, and its regulations are not 
expected to affect the advantages which accrue to the company through owner¬ 
ship by employees of its common stock. 

Information on stock purchase incentive and option plans is summarized 
below: 


Stock purchase incentive plan— 

Shares available for purchase at beginning of 
year at 85% of market value 
Shares purchased during the year through 
payroll deduction at $34.85 and $39.95 
a share, respectively 

Shares reserved but not purchased under the 
1966 plan (terminated in 1971) 

Shares available for purchase under 
the 1971 plan 

Shares available for purchase at end of year 


Number of Shares 


1971 

1970 

770,204 

839,443 

(268,235) 

(69,239) 

(501,969) 

— 

800,000 

— 

800.000 

770,204 


Under the stock purchase incentive plan approved by the stockholders in 
June 1971, employees of the company or of a subsidiary who have completed one 
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year of service are eligible to purchase, through June 1976, 800,000 shares of 
common stock by authorizing payroll deductions which shall not exceed 10% 
of the participant's compensation. 


Stock option plan— 

Available for grant at beginning of year 
Under option at beginning of year 
($38.32 to $56.69 per share) 

Options granted ($38.32 to $97.56 per share) 
Options exercised ($38.32 to $56.69 per share) 
Options cancelled ($38.32 and $41.88 per share) 
Under option at end of year ($38.32 to 
$97.56 per share) 

Options exercisable at end of year ($38.32 to 
$97.56 per share) 

Available for grant at end of year 


Number of Shares 


1971 

1970 

141,360 

186,760 

246,985 

210,555 

54,900 

59,800 

43,785 

8,970 

2,680 

14,400 

255,420 

246,985 

112,634 

80,168 

89,140 

141,360 


Under the qualified stock option plan approved by the stockholders in May 
1969, options to purchase 400,000 shares of common stock may be granted to 
officers and key employees at 100% of the fair market value on the date of the 
grant. Options expire five years from the date of grant and are exercisable in 
annual installments, except that options granted to optionees over age 61 at the 
date of grant are exercisable in total at such date. 


Retirement Income Plans Cost Over $5 Million: The company and its subsid¬ 
iaries have non-contributory retirement pension plans covering most employees. 
Eligibility is based on age and years of service. The total pension expense was 
$5,363,000 and $4,721,000 for the years ended January 26, 1972 and January 27, 
1971, respectively. The company's policy is to fund pension costs accrued. 
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14 Expansion Conti nues 


Kresge Operates 1,122 Stores: Kresge opened 75 K marts this year and now 
operates 486 K marts in the United States, Canada, Australia and Puerto Rico and 
636 Kresge and Jupiter stores in the United States, Canada and Puerto Rico. 


K marts are discount department stores with 75,000 to 95,000 square feet, 
Kresge stores are variety stores (called “dime stores" years ago) and Jupiter 
stores are small discount stores which were converted from Kresge operations. 


75 K marts Were Opened: 




K mart Kresge Jupiter Total 


Stores in operation January 27, 1971 

Stores opened 

Closed permanently 

Kresge stores converted to Jupiter 

Closed for fire restoration 

Net change 

Stores in operation January 26, 1972 


Five Million Square Feet of Selling Area 

now totals 39,615,000: 


(000 omitted) 

1971 

K mart Stores 


United States 

27,751 

Canada 

3,030 

Australia 

589 


31,370 

Kresge Stores 


United States 

6,442 

Canada 

926 


7,368 

Jupiter Stores 


United States 

789 

Canada 

88 


877 

Grand Total 

39,615 


411 

539 

123 

1,073 

75 

1 

1 

77 


(19) 

(8) 

(27) 


(1) 

1 




(1) 

(1) 

~75 

719 ) 

( 7 ) 

49 

486 

520 

116 

1,122 

Was Added: Square 

feet of selling area 

1970 

1969 

1968 

1967 

23,099 

18,531 

14,942 

11,757 

2,482 

2,049 

1,521 

1,081 

469 

287 

— 

— 

26,050 

20,867 

16,463 

12,838 

6,682 

6,910 

7,143 

7,366 

945 

959 

1,032 

1,045 

7,627 

7,869 

8,175 

8,411 

822 

795 

835 

857 

94 

90 

24 

24 

916 

885 

859 

881 

34,593 

29,621 

25,497 

22,130 


Square feet totals for prior years have been restated to conform with 1971 
figures which reflect only stores in operation at year-end. 

Distribution Center and Office Facilities Were Improved: Construction was 
completed on Holly Stores, Inc.'s 592,000 square-foot distribution center and 
administrative office in North Bergen, New Jersey. This facility began operations 
during the year and is considered to be the most modern and efficient ladies’ 
ready-to-wear warehouse in the United States. 

The one-million square-foot Lawrence, Kansas, distribution center com¬ 
menced operations in November 1971. This is a fully automated and highly effi¬ 
cient facility which will be invaluable for keeping up with projected K mart growth. 


Progress continued on the headquarters building in Troy, Michigan. The 
public relations department, credit offices and part of the research, personnel and 
data processing departments have moved and all other Detroit Office departments 
are scheduled to move at approximately midyear 1972. 1 

Capital Expenditures Were More than $82 Million: Additions to existing stores 
were made under a continuing program to modernize and renovate Kresge stores 
and some K marts opened in the early 1960's. 

Changes in Fixed Assets Were: 

Existing Stores, 

Distribution 
Centers and 

New Stores Office Buildings 

Additions: 

Buildings and leasehold 

improvements $ 2,740,000 $38,561,000 

Furniture and fixtures 32,474,000 22,644,000 

Construction work in 

progress 2,648,000 (16,528,000) 

$37,862,000 $44,677,000 

Retirements and disposals 
Depreciation 

Increase in net fixed assets 

Purchase and construction commitments in connection with the company's 
expansion program amounted to approximately $10,700,000 at January 26, 1972. 

Management Recruiting and Training Programs Were Increased: Kresge and 
Jupiter sjore managers, who consistently demonstrated merchandising and lead¬ 
ership abilities, again provided the management personnel for the K marts opened 
in 1971. Many of these managers had served as Kresge or Jupiter district man¬ 
agers and most received K mart orientation, serving as K mart co-managers, prior 
to K mart management. 

The company has established recruiting and training goals to meet the 
anticipated demand for management personnel during the 1970’s. Over 2,700 i 
men and women are presently involved in the four to six year training program 
to become Kresge and Jupiter store managers. 

At the present time 62% of this group are college graduates, 16% have 
two or more years of college, and the remaining 22% have less than two years 
of college or are high school graduates. 

Recruiting efforts and results throughout the country in 1971 were eminently 
successful. The parent company hired 800 college graduate trainees compared 
with 357 in 1970. 


Total 


$41,301,000 

55,118,000 

(13,880,000) 

82,539,000 

(1,955,000) 

(27,642,000) 

$52,942,000 




























































Statement of 

Accounting Policies 


To assist the interested reader in understanding the accompanying financial state¬ 
ments, the more significant accounting policies followed by the company are 
explained below: 

Basis of Consolidation: All majority owned subsidiary companies have been 
included in the consolidated financial statements. Other affiliated companies in 
which the company has more than a 20% interest are accounted for by use of the 
equity method. In consolidation, the assets, liabilities and operations of foreign 
subsidiaries were translated into U. S. dollars at appropriate rates of exchange. 
Translation gains included in income were not material. 

Inventory: Inventories are valued at the lower of cost or market, using the retail 
method, on a first-in, first-out basis. Stock on hand more than a year is written off. 

Property, Plant and Equipment: Land, buildings, leasehold improvements and 
equipment are carried at cost. Major replacements and refurbishings are charged 
to the property accounts while replacements, maintenance and repairs which do 
not improve or extend the life of the respective assets are expensed currently. 

Depreciation: The company computes depreciation of fixed assets principally 
on the straight line method for financial statement purposes and on accelerated 
methods for income tax purposes. Most store properties are leased, and improve¬ 
ments are amortized over the term of the lease but not more than 25 years. Other 
annual rates used in computing depreciation for financial statement purposes 
are: 

Buildings 2% to 8.86% 

Fixtures and equipment— 

K marts 10% 

Other 6% 

Licensee Sales: The company’s policy is to exclude sales of licensed departments 
from total sales. 

Pre-Opening Costs: The company follows the practice of charging against net 
income costs incurred prior to opening a new retail unit. 

Investment Credit: The company uses the "flow through” method of accounting 
for investment credit whereby income tax expense is reduced for the period in 
which expenditures create the tax benefit. 


Opinion of 

I ndependent Accou ntants 


To the Stockholders and Board of Directors 
of S. S. Kresge Company 

In our opinion, the accompanying consolidated bal¬ 
ance sheets and the related consolidated statements 
of income and income retained for use in the business 
and changes in financial position present fairly the 
financial position of S. S. Kresge Company and its 
subsidiaries at January 26, 1972 and January 27, 
1971, the results of their operations and the changes 
in financial position for the years then ended, in con¬ 
formity with generally accepted accounting principles 
consistently applied. Our examinations of these state¬ 
ments were made in accordance with generally ac¬ 
cepted auditing standards and accordingly included 
such tests of the accounting records and such other 
auditing procedures as we considered necessary in 
the circumstances. 


211 West Fort Street 
Detroit, Michigan 
March 13, 1972 


Price Waterhouse & Co. 
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S S KRESGE 

company Consol idated Consol idated Statements of I ncome 

16 Statements of I ncome Retai ned for Use i n the Busi ness 


Fiscal Year Ended Fiscal Year Ended 



January 26 

January 27 



January 26 

January 27 


1972 

1971 



1972 

1971 

Sales 

$3,100,216,000 

$2,558,712,000 

Income retained for use in the business 




Fees from licensed departments 

39,437,000 

36,443,000 

at beginning of year 

$ 

340,187,000 

$ 289,131,000 

Interest income 

1,861,000 

1,864,000 

Net income for the year 


96,116,000 

66,994,000 




Cash dividends declared—50(5 and 440, 





3,141,514,000 

2,597,019,000 

respectively 


(18,233,000) 

(15,938,000) 

Cost of merchandise sold (including 



Income retained for use in the business 




buying and occupancy costs) 

2,328,329,000 

1,936,538,000 

at end of year 

$ 

418,070,000 

$ 340,187,000 

Selling, general and administrative expenses 

622,201,000 

518,961,000 





Interest expense 

10,640,000 

10,545,000 

• 




Loss on disposals of fixed assets 



See 1971 Financial Review on Daaes 10 to 13 and Statement of 

Accounting 

and cancellation of leases (net) 

910,000 

814,000 

Policies on page 15. 





2,962,080,000 

2,466,858,000 





Income before estimated income taxes 

179,434,000 

130,161,000 


* 



Estimated income taxes: 



. 




U.S. 

69,938,000 

53,037,000 

• 




Foreign 

10,095,000 

7,675,000 





Tax effects of timing differences 

3,285,000 

2,455,000 





* 

83,318,000 

63,167,000 





Net income for the year 

$ 96,116,000 

$ 66,994,000 





Earnings per common and 







common equivalent share 

$2.56 

$1.86 






See 1971 Financial Review on pages 10 to 13 and Statement of Accounting 
Policies on page 15. 


































Consolidated 

Balance Sheets 17 



January 26 

January 27 

Assets 

1972 

1971 

Current Assets: 

Cash 

$ 54,926,000 

$ 52,368,000 

Certificates of deposit 

6,118,000 

7,800,000 

Marketable securities, 
at cost approximating market 

7,872,000 

38,886,000 

Customer accounts receivable, less 
allowance for possible losses of 
$5,298,000 and $5,522,000, respectively 

90,460,000 

91,465,000 

Other accounts receivable 

11,000,000 

9,698,000 

Merchandise inventories, at lower of cost 
(approximate first-in, first-out) or market 

' 584,798,000 

444,888,000 

Operating supplies and prepaid expenses 

17,973,000 

15,164,000 

Total current assets 

773,147,000 

660,269,000 

Other Assets and Deferred Charges 

11,535,000 

7,634,000 

Fixed Assets, at cost: 

Land 

35,941,000 

35,559,000 

Buildings 

99,208,000 

65,115,000 

Leasehold improvements 

78,863,000 

75,817,000 

Furniture and fixtures 

296,562,000 

248,648,000 

Construction in progress 

5,140,000 

19,020,000 

Less—Depreciation and amortization 

515,714,000 

444,159,000 

204,448,000 

185,835,000 


311,266,000 

258,324,000 


$1,095,948,000 

$926,227,000 


See 1971 Financial Review on pages 10 to 13 and Statement of Accounting 
Policies on page 15. 



January 26 

January 27 

Liabilities 

1972 

1971 

Current Liabilities: 

Portion of long-term debt due 
within one year 

$ 1,779,000 

$ 1,880,000 

Notes payable to banks 

29,625,000 

21,670,000 

Accounts payable—trade 

211,505,000 

173,705,000 

Accrued taxes, other than U.S. and 
foreign income taxes 

31,721,000 

26,309,000 

Accrued payrolls and other liabilities 

47,229,000 

36,428,000 

Dividends payable 

4,570,000 

3,984,000 

U.S. and foreign income taxes 

43,054,000 

35,622,000 

Total current liabilities 

369,483,000 

299,598,000 

Deferred U.S. and Foreign Income Taxes 

26,565,000 

24,003,000 

Long-Term Debt, less portion due within one year 

149,849,000 

145,865,000 

Minority Interest in Australian Subsidiary 

1,582,000 


Stockholders' Equity: 

Common stock 

60,933,000 

60,413,000 

Capital in excess of par value 

69,466,000 

56,499,000 

ihcome retained for use in the business 

418,070,000 

340,187,000 


548,469,000 

457,099,000 

Less—27,718 shares in treasury at cost 


338,000 


548,469,000 

456,761,000 


$1,095,948,000 

$926,227,000 

































company^ Consol i dated Statements of 

18 Changes in Financial Position 


Fiscal Year Ended 



January 26 

January 27 

Financial Resources Were Provided by: 

1972 

1971 

Net income for the year 

Add (deduct) income charges (credits) 
not affecting working capital— 

$ 96,116,000 

$ 66,994,000 

Depreciation and amortization 

Increase in deferred U.S. and 

27,642,000 

23,737,000 

foreign income taxes 

2,562,000 

1,475,000 

Other 

56,000 

(1,405,000) 

Working capital provided by operations 

126,376,000 

90,801,000 

Sale of fixed assets 

Sale of common stock under stock option 

1,394,000 

2,602,000 

and purchase plans 

Sale of 5% convertible debentures, less 

11,175,000 

3,141,000 

related expense of $1,406,000 


123,594,000 

Proceeds from long-term borrowings 

8,560,000 


Other 

3,997,000 


Financial Resources Were Used for: 

151,502,000 

220,138,000 

Additions to fixed assets 

82,539,000 

58,720,000 

Cash dividends declared 

18,233,000 

15,938,000 

Reduction of notes and mortgages payable 

4,576,000 

1,880,000 

Other 

3,161,000 

864,000 


108,509,000 

77,402,000 

Increase in Working Capital 

$ 42,993,000 

$142,736,000 


Fiscal Year Ended 



January 26 

January 27 

Analysis of Changes in Working Capital: 

Increase (decrease) in current assets— 

1972 

1971 

Cash and certificates of deposit 

$ 876,000 

$ 11,522,000 

Marketable securities 

(31,014,000) 

32,989,000 

Accounts receivable 

297,000 

781,000 

Merchandise inventories 

Operating supplies and 

139,910,000 

45,302,000 

prepaid expenses 

2,809,000 

2,014,000 

(Increase) decrease in current liabilities— 

112,878,000 

92,608,000 

Long-term debt due within one year 

101,000 

(118,000) 

Notes payable to banks 

(7,955,000) 

82,226,000 

Accounts payable—trade 

Accrued taxes, other than 

(37,800,000) 

(14,962,000) 

U.S. and foreign income taxes 

(5,412,000) 

(2,946,000) 

Accrued payrolls and other liabilities 

(10,801,000) 

(5,570,000) 

Dividends payable 

(586,000) 

(515,000) 

U.S. and foreign income taxes 

(7,432,000) 

(7,987,000) 


(69,885,000) 

50,128,000 

Increase in Working Capital 

$ 42,993,000 

$142,736,000 


See 1971 Financial Review on pages 10 to 13 and Statement of Accounting 
Policies on page 15. 






































